Montana Business Quarterly, Summer 1986 by University of Montana (Missoula, Mont.: 1965-1994). Bureau of Business and Economic Research
, montarta business, quarterly
SUMMER 1986 J
Concentrating 










In case you haven’t heard, the Bureau of Business and Economic Research 
has simplified your search for county-level data. The most frequently-requested 
county statistics are now contained in the Bureau’s new County Data Packages. 
Compiled within a series of data tables is pertinent information, most of which 
is not available from any other source. You’ll find:
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six counties at a total cost of $250.
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Nineteen eighty-five was a remarkable year, perhaps even a watershed year, 
not so much for the record of economic 
performance turned in, but rather for 
the economic milestones, including 
policy breakthroughs, that were 
initiated. These milestones, if 
recognized, supported, and extended, 
have the potential to shape our 
economic future here and abroad over 
an extended period.
The key events and conditions 
manifest in 1985 include:
Initiation o f the so-called “Baker 
Plan” to address the international 
debt problems of developing 
nations.
The virtual collapse o f OPEC and 
the accompanying sharp break in 
oil prices.
Cooperation among the major 
industrialized countries of the world 
(the G-5 agreement) to address a 
serious foreign trade imbalance in 
the United States and to stem the 
tide of a protectionist threat that 
could have hampered the potential 
for worldwide economic progress. 
Passage of the Gramm-Rudman 
legislation, aimed at reduction of 
federal budget deficits.
A fourth consecutive year of 
relatively modest inflation, a 
performance unrivaled since the 
mid-1960s —  with the potential for 
continuation in the future.
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The synergistic effect of these 
developments, each important by itself, 
may well hold the key to long-term 
economic performance in the United 
States and worldwide. But that potential 
should be reviewed in the context of 
recent peformance of the U.S. economy 
and its near-term prospects, primarily 
because such performance was and will 
be related to the watershed 
developments o f 1985.
Fundamentally, interest rates today 
are markedly lower than a year ago, as 
is the foreign exchange value of the 
dollar. Both factors augur well for the 
economy, as does the fact that 
inventories have been held under strict 
control in most sectors. Employment 
gains during the year were significant, 
and particularly heartening was 
improvement in the level of 
manufacturing employment. These 
developments, coupled with the sharp 
run-up o f stock prices and decline in 
energy prices, give evidence that 
another year o f solid, albeit 
unspectacular, economic growth is in 
store.
Such growth is, of course, welcome 
and should lead to improved standards 
of living for many, but certainly will not 
in and of itself solve all our domestic 
economic problems. Sectors like 
agriculture and natural resources, that 
have been under considerable pressure 
for quite some time, are likely to 
remain depressed, although even in 
these areas there are a few “straws in 
the wind” that suggest some 
improvement could be in the offing.
More generally, o f course, there is 
widespread concern about the state of 
our financial system, as banks with 
heavy claims on farmers and energy 
companies are facing obvious problems. 
Similarly, many new office buildings, 
constructed on borrowed funds, are 
empty and real estate lending in some 
regions has clearly been overdone. New 
financial instruments, some with exotic 
names or acronyms, give the impression 
that risk has somehow been reduced, 
but these instruments and innovations 
only shift the risk—  they do not make it 
disappear.
A recession could bring this financial 
fragility, this vulnerability, to a head, 
but a recession is not at all likely in the 
coming year. Moreover, sustained 
expansion in the U.S. economy is almost 
an imperative from an international 
perspective, because successful
management of the debt problem of 
developing countries depends on 
satisfactory growth in the industrial 
world, including the United States. Only 
long-term growth o f 3 percent or more 
per year in industrial countries will 
enable the less developed countries 
(LDCs) to reduce their external debt 
ratios significantly. We are well 
positioned to maintain this kind o f 
performance, at least in the year ahead.
O f course, growth in the United 
States and in other industrial nations is 
not the only element in the equation for 
dealing with the debt problems of 
developing countries. One of the 
important developments o f 1985 
identified earlier is the so-called Baker 
Plan.
In some respects, last year was 
successful in that the debt problems of 
LDCs were managed, or contained, for 
another year, and progress was made by 
several large debtor countries, including 
Argentina and Brazil. But beyond this, 
the Baker Plan, introduced by Treasury 
Secretary James Baker last October at 
the World Bank — International 
Monetary Fund meetings in Seoul, 
represents a fresh initiative to stimulate 
economic growth in these countries— a 
move away from the austerity that has 
characterized some recent adjustment 
policies. In particular, it emphasizes 
economic growth through greater 
reliance on the private sector in LDCs. 
The approach calls for increased 
lending by the World Bank and other 
multilateral development banks, and 
modest increases in lending by the 
world community o f commercial banks. 
To be sure, the package is not all 
signed, sealed, and delivered, nor is its 
success assured, but the important point 
is that beginnings have been made. The 
Baker Plan holds considerable promise 
to play a constructive role, narrowly, in 
assisting a return to financial soundness 
in developing countries and, more 
broadly, in moving the world economy 
to higher and healthier ground.
A second development o f potentially 
major consequence in the international 
economy and in our domestic economy 
is the virtual disintegration of OPEC 
and a sharp break in oil prices. These 
results are a double-edged sword, for 
they spell trouble for some producers, 
some countries, and some lenders.
There could be significant hazards, 
especially in the context of the financial 
fragility alluded to earlier. But there
are likely to be lots o f positive 
repercussions from the decline in oil 
prices, as well. The effects on inflation, 
production and productive capacity, 
consumers, and non-oil developing 
countries would appear to be both 
positive and substantial. T o be sure, the 
transition period may prove to be 
difficult and there may be some 
turmoil, but when the dust settles, 
worldwide economic performance will 
likely improve as a result of 
developments in energy production and 
pricing. Incidentally, the dramatic 
effects o f the shift in oil prices illustrate 
again the interrelated nature of 
domestic and international economic 
stakes. We are living in a highly 
integrated world economy.
A third major development in the 
international arena occurred in 
September o f last year, when the 
G-5 — a group that includes the United 
States, Japan, West Germany, Britain, 
and France— acknowledged the need for 
coordination o f economic policies and 
set in motion the forces leading to this 
coordination. Basically, the G-5 agreed 
that currencies were misaligned on 
foreign exchange markets and that 
actions on two fronts were necessary to 
redress the situation:
• Intervention: more active buying 
and selling o f currencies on the 
part o f central banks with the 
objective o f seeing other currencies 
appreciate relative to the dollar.
• Change in fiscal policies, here and 
abroad, and especially in Japan 
and West Germany: these two 
countries would over time adopt 
more expansionary fiscal policies, 
while the U.S. would adopt a less 
stimulative fiscal posture.
If and as these policies are 
implemented, we should see a more 
balanced and healthier economic 
performance worldwide: more growth in 
Europe and Japan, an improved U.S. 
trade balance, and better markets for 
the products of developing nations.
From a more abstract perspective, 
this kind o f policy coordination has the 
potential to improve economic welfare 
worldwide. In this sense, it is a step that 
is probably justified irrespective of 
economic conditions prevailing at any 
particular point in time. However, it is 
only realistic to assume that achieving a 
meaningful degree o f cooperation and 
coordination is going to prove a long 
and arduous task.
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It is heartening, though, that the first 
moves toward coordination came about 
as a response to the threat posed by 
growing protectionist sentiment in this 
country. Protectionist sentiment arose as 
a consequence o f the enormous U.S. 
trade deficit. That deficit, of course, is 
a direct reflection of the stiff price 
competition for U.S. manufacturers 
from goods produced abroad and 
marketed in the United States, plus the 
difficulty of domestic producers to 
export in the face of the strong dollar 
that prevailed through mid-1985.
It really requires another occasion to 
do full justice to the dangers and “evils” 
of protectionism. Suffice it to say for 
now that, if enacted by this nation, 
major protectionist measures have the 
potential to be very costly to American 
consumers and unfair to unprotected 
sectors of our economy. Such measures 
could provoke retaliation that would be 
unproductive at best and, at worst, 
could lead to contraction o f trade and 
reduction in economic activity here and 
abroad. Against this alternative, some 
degree of policy coordination, even if 
small initially, looks especially 
attractive.
Moving from the international to the 
domestic scene, we come to an 
important milestone, the Gramm- 
Rudman Act and federal budget deficit 
reduction. Gramm-Rudman has many 
flaws, but it is far better than doing 
nothing. As the saying goes, it is a “bad 
idea whose time has come.” It is 
absolutely essential that we make 
progress in reducing budget deficits, 
and Gramm-Rudman seems to be the 
vehicle for accomplishing this objective. 
But even apart from the specifics of 
Gramm-Rudman, the important point is 
that Congress took the long-awaited 
action to try to address the deficit 
problem. And that is significant because 
it is not yet known whether the 
legislation will survive a test of 
constitutionality.
Even putting aside the constitutional 
question, the legislation has not yet 
been put to a practical test, and a real 
test may not come until late 1986. But, 
despite a multitude of misgivings and 
shortcomings associated with Gramm-
Rudman, we are likely to see progress as 
a result o f it. That is, federal budget 
deficits will be smaller, and by 
meaningful amounts, than they would 
have been in the absence of the 
legislation. If we do succeed in lowering 
deficits, then federal government 
borrowing requirements will diminish. 
And with real borrowing down, real 
interest rates should be lower, further 
moderating the foreign exchange value 
of the dollar. Such a series o f results is 
fully consistent with the G-5 initiative, 
and ultimately should work in favor of 
improving our trade situation and 
reducing the problems o f some domestic 
industries.
The final milestone is perhaps the 
most significant, from the standpoint of 
a central banker: the progress that has 
been made in bringing down inflation 
and the prospects for reducing it further 
and keeping it low. In some ways, 
progress has been remarkable, especially 
against the backdrop of 1979-81, when 
inflation was very rapid and when 
expectations, in general, were that 
double-digit price increases were going 
to be a permanent feature of the 
economic landscape in this country.
Looking ahead, there are clearly some 
reasons for optimism about the inflation 
outlook. The decline in oil prices is one, 
along with more general circumstances 
which suggest that there is ample 
productive capacity available here and 
abroad so that output in many lines and 
sectors can expand without encountering 
constraints or pressures that might 
trigger a reacceleration of inflation.
This optimism may not be fully 
justified, however, unless we are diligent 
in addressing the constant challenge of 
the need to improve productivity. In the 
service sector, in particular, the rate of 
inflation has continued to run well 
above that in the rest of the economy, 
and productivity has lagged. And the 
service sector is increasingly where the 
action is in terms of new job 
opportunities. Productivity growth in 
this country needs to improve or, at 
some point, the lower value o f the 
dollar internationally will contribute to 
price increases.
All of this does not necessarily imply
that an appreciable acceleration of 
inflation will inevitably occur, but it 
does suggest that we have to remain 
vigilant to such a possibility. Indeed, 
the Federal Reserve’s commitment to 
low inflation must remain intact, and 
this commitment has to be a basic 
thrust of monetary policy. We learned 
at high cost in the late 1970s and early 
1980s that our economy just does not 
work well in a high inflation 
environment, and that inflation is very 
difficult to arrest once it has gained 
momentum. Thus, in the year ahead 
and beyond, we have to conduct policy 
so the economic expansion is sustained 
while, at the same time, inflation 
remains subdued.
In summary, 1985 was a remarkable 
year, not for what was achieved but for 
what was started and extended. From 
the perspective o f public policy, it is 
important that the momentum begun 
last year be continued. That is, in the 
year ahead, we need to focus our policy 
efforts to assure that we:
• Keep inflationary pressures in 
check.
• Sustain real economic growth here 
and in other industrial countries, 
and move forward with the Baker 
Plan to help address problems 
associated with the LDC debt 
burden.
• Expand, as appropriate, the 
international coordination of 
economic policies.
• Manage the decline in the price of 
oil so that we reap the benefits, 
and limit the costs, of the move.
• Make real progress in reducing 
U.S. budget deficits.
In urging these efforts, I am 
assuming that economic prosperity, here 
and abroad, is the long-term objective 
in these matters, an objective we all 
share.
Gary H. Stem is president o f the 
Federal Reserve Bank o f Minneapolis.
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M O R E  O N  M O N TA N A  
A N D  IN T E R N A T IO N A L  
B E E F  M A R K E T S
Gary W. Brester, Lloyd Dwayne Barney, Jr., and Leroy Luft
Since this study was completed, two 
important global events have occurred: 
the significant fa ll in oil prices and the 
U.S. bombing o f  selected installations in 
Libya and associated terrorist attacks. 
These events could seriously affect the 
political and economic dealings with 
many countries. In addition, the recent 
depreciation o f  the U.S. dollar against 
foreign currencies may affect shipping 
costs, prices, and the outlook fo r  U.S. 
imports.
Recently the Montana Department of Agriculture sponsored a study that 
analyzed several potential foreign 
markets for Montana-produced beef.
The project focused on identifying beef 
consumption, production, and import 
restrictions in selected Middle East and 
Pacific Rim markets, along with 
identifying the costs of transporting beef 
from Montana to the various countries 
under consideration1 
The Winter 1985 issue of the 
Montana Business Quarterly included an 
article that examined the two largest 
overseas export markets for U.S.- 
produced beef and veal: Japan and 
Saudi Arabia.2 This article will focus on
‘Gary W. Brester and Leroy Luft, “Analysis 
of the Foriegn Market Potential for Montana 
Processed Beef,” a report prepared under 
contract by AMEC, Inc. for the Montana 
Department of Agriculture, Helena, MT, 
January 1986. Monetary support for the 
study was provided by the Montana Beef 
Council, the Governor's Council on 
Economic Development, and the USD A 
Federal-State Marketing Improvement 
Funds.
2Lloyd Dwayne Barney, Jr., “Montana and 
International Meat Markets: What’s the 
Beef?" Montana Business Quarterly 23 
(Winter 1985):7-10.
other potential markets in the Pacific 
Rim and Middle East. The discussion 
and data come directly from the final 
report submitted to the Montana 
Department of Agriculture.
The Pacific Rim Countries
This section briefly discusses the beef 
markets in the eight Pacific Rim 
countries o f Hong Kong, Singapore, 
Taiwan, Korea, Thailand, Philippines, 
Malaysia, and Indonesia. While these 
countries differ in many important 
respects, one common factor is that 
none of them has attained complete 
self-sufficiency in domestic beef supplies. 
Therefore, although they are small 
markets, they are o f considerable 
interest to potential exporters of 
Montana-produced beef. The eight 
markets will be examined in terms of 
import regulations and current trade 
and import structure.
Hong Kong, Singapore, and Malaysia 
are attractive markets in that there are 
no duties or import quotas on imported 
beef. The five other Pacific Rim 
countries all impose tariffs and/or 
quotas on beef imports. The ad valorem 
tariff rates range from 5 percent in the 
Philippines to a 60 percent tax imposed 
by Thailand. In Taiwan the tariffs on 
imported beef vary according to quality. 
Normally, tariffs are higher for better 
quality beef. However, the United States 
has negotiated a trade agreement with 
Taiwan which gives U.S. beef an 
advantage over its competitors. For 
example, the tariff on high quality U.S. 
choice beef is $0.58 per kilogram while 
lower quality Australian and New 
Zealand beef is taxed at a rate of $0.75 
per kilogram. South Korea and
Indonesia both place a 30 percent tax 
on imported, unprocessed beef. In 
addition, South Korea also subjects all 
food imports to a 2.4 percent defense 
tax plus various other taxes, including a 
10 percent value-added tax.
The eight Pacific Rim countries 
analyzed in this section consumed
868,000 tons of unprocessed beef in 
1983, of which 151,000 tons were 
imported. On a per capita basis Hong 
Kong is the largest consumer o f beef, 
primarily attributable to a sizeable and 
affluent middle class as well as a 
significant expatriate population. In the 
other countries the major market for 
U.S. beef is the food service sector, 
particularly the first class tourist hotels. 
Consumption and imports o f beef in the 
various Pacific Rim countries are 
summarized in table 1.
Korea imported 65,900 metric tons of 
beef in 1983, which is the largest 
amount o f any of the eight Pacific Rim 
countries. Unfortunately, the U.S. share 
of the Korean imported beef market 
was only 1,000 metric tons. The great 
majority of the imports were frozen beef 
from Australia and New Zealand. At 
the other extreme, Thailand imported a 
mere 120 metric tons in 1983, the small 
amount due to the extremely high duties 
placed on imported beef. O f the 100 
to 120 tons of beef that are imported 
by Thailand each year, 70 to 80 percent 
comes from the United States. This is 
because the imports go to the top hotel 
restaurants and to expatriates shopping 
in the better supermarkets. Therefore, 
quality is paramount to price. Taiwan 
was the largest importer o f U.S. beef in 
1983, importing a total of 1,400 metric 
tons valued at $6.6 million. Most of the 
U.S. beef was choice strip loin, sirloin,
5
* Consumption and production patterns indicate that the 
Pacific Rim countries will continue to import beef, perhaps 
increasingly o f U.S. origin.
and tenderloin for use in hotels and 
western style restaurants.
Transportation to the 
Pacific Rim
Transportation is a key consideration 
when examining the foreign market 
potential for Montana-produced beef. 
Obviously, there are two ways to move 
beef from the United States to the 
Pacific Rim: air and sea. It is almost 
three times as expensive to use airplanes 
as ocean freighters, and as a 
consequence almost no processed beef is 
moving to Asia via air freight. However, 
air freight is fast, and therefore it is 
sometimes used to transport live cattle 
overseas.
There are two primary methods of 
shipping beef from Montana to the 
Pacific Rim. The first approach entails 
the individual producer transporting 
beef from Montana to Seattle via either 
refrigerator rail cars or by refrigerator 
trucks. Transportation time by rail is 
about two days, compared to one day 
by truck. At the port of Seattle the beef 
is transloaded to refrigerator containers 
that are put aboard ships. These 
containers hold at least 40,000 pounds 
of cargo.
A second means of transportation 
involves using the Port of Montana 
located at Butte. In this case, a 
producer would truck beef to Butte, 
where it would be transloaded to 
refrigerator containers and then shipped
by rail to the port of Seattle. Carcasses 
can be vacuum packed, hung, or 
stacked in the containers and can be 
either fresh or frozen. However, fresh 
beef must be moved very quickly to 
West Coast ports and to the Pacific 
Rim. The Port o f Montana can arrange 
for all the details of such an operation 
and charges a handling fee for its 
services.
Competition for freight by shipping 
companies is keen at the Northwest 
ports. Currently, there are more ships 
and containers available than cargo. 
Consequently, current rates to the 
Pacific Rim markets are quite low. A 
refrigerator container can be moved 
from Butte to Japan in approximately 
15 days at a price of $3,200 per 
container or $0.08 per pound. O f that, 
about $0,035 per pound is required to 
move the beef from Montana to the 
Port of Seattle. Similar rates apply to 
shipping beef to the various other 
Pacific Rim markets depending, of 
course, on the particular final 
destination.
Marketing Montana beef in the 
Pacific Rim
The market for U.S. beef in each of the 
eight Pacific Rim countries of Hong 
Kong, Singapore, Taiwan, Korea, 
Thailand, Philippines, Malaysia, and 
Indonesia is not large by American 
domestic market standards. Still, in 
combination they offer a significant
export opportunity for an aggressive 
producer that is able to achieve market 
penetration in the region. Consumption 
and production patterns indicate that 
the Pacific Rim countries will continue 
to import beef, perhaps increasingly of 
U.S. origin.
Several of the minor markets have 
internal restrictions making them 
difficult markets to penetrate. However, 
in the major markets o f the region, the 
beef market is quite free in terms of 
government involvement, and as yet, 
unencumbered by many suppliers.
The few U.S. suppliers currently in 
the market have a common deficiency; 
while they may travel there or use a 
local national as an agent, none has a 
permanent office or representative in 
the region. This situation represents an 
opportunity for a prospective Montana 
supplier to develop a niche through 
personal presence and service capability 
in Asia. The logical basepoint for a 
producer’s Asian representation office 
would be Hong Kong. It is both a large 
and open market in itself, and a 
regional business center from which all 
the other countries analyzed here can be 
reached by air within two and one-half 
hours, thus facilitating regular contact 
within each country. Such a 
representative could represent Montana 
beef producers in a visible way in Asia; 
he or she could engage in market 
development through meeting with 
prospective customers throughout the 
region, open accounts and take orders, 
and could serve as a regional service 
representative and trouble shooter to 
handle problems when they develop.
Egypt and Other 
Middle East Countries
The earlier Montana Business Quarterly 
article discussed the potential beef 
market in Saudi Arabia. In 1984, the 
United States exported $700 million of 
goods to that country. An additional $3 
billion o f U.S. goods were imported by 
Egypt and other Middle East and North 
African nations. This is a substantial 
amount. What is the potential for 




Consumption Imports from U.S. 




Hong Kong 56,000 27,200 825 10.2
Indonesia 240,000 1,700 356 1.5
Malaysia 44,000 10,200 73 3.0
Philippines 132,000 12,600 50 2.6
Singapore 12,000 10,000 700 4.8
Korea 120,000 65,900 1,000 2.9
T ai wan 36,000 23,000 1,400 2.0
Thailand 228,000 120 120 4.5
Total 868,000 150,720 4,524
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Table 1
Consumption and Imports of Beef in Eight 
Pacific Rim Countries, 1983
i£The distance difference sharply affects the amount o f time 
necessary to get U.S. beef to the Middle East. Therefore, it 
also affects prices.9 9
There is a small but growing demand 
for imported beef in these other 
nations. However, this market offers less 
potential opportunity for increased U.S. 
(and Montana) exports than the Pacific 
Rim market, due to the distances 
involved and the resulting greater 
shipping costs.
Egypt
Egypt was the second largest importer 
of agricultural commodities in the 
region, following Saudi Arabia.
However, Egypt was by far the largest 
importer o f beef. Unfortunately, while it 
would seem that Egypt represents an 
attractive potential market for increased 
U.S. beef exports, other exporting 
nations have made it difficult for the 
United States to compete.
Egypt’s population has been 
expanding over the past decade at an 
estimated rate of 3 percent annually. 
Thus, the total consumption o f all meat 
in Egypt has risen from an annual 
average of 344,000 tons during the 
1970-1975 period to 844,000 tons in 
1983. Per capita consumption for the 
same two periods was 10.2 kilograms 
and 18.4 kilograms, respectively. 
However, the per capita consumption of 
red meat has increased slowly from 10 
kilograms in 1960 to only 11 kilograms 
in 1980. Poultry accounted for the rest 
of the increase.
Egypt imported 51 percent of its food 
needs in 1984, a dramatic increase over 
the 1970 level of 23 percent. A 
combination o f low commodity prices, 
special trade arrangements and more 
liberal credit arrangements with the 
United States caused Egyptian 
agricultural imports to total a record 
$4.1 billion in 1984. However, the U.S. 
share of this market totaled $909 
million which was down from 1983’s 
level of $970 million. The decline left 
the U.S. share of the market at about 
40 percent. Imports from Australia, the 
European Community (EC) and Latin 
America increased from 1983 levels.
Egypt’s beef imports have steadily 
increased since 1980. Beef imports for 
1984 totaled 164,000 tons, which was 17 
percent higher that the 1983 level of
140,000 tons. Lower EC and Latin
American prices made it difficult for 
the United States to compete. U.S. 
exports o f beef to Egypt declined from 
168 tons in fiscal 1983 to only 28 tons 
in fiscal 1984. No exports of U.S. beef 
to Egypt were reported during the 
January to March 1985 period.
Latin America was the major source 
of Egypt’s beef imports from 1980 to 
1983, before the EC moved into the 
lead in 1984. The preference for fresh 
meat by Egyptian consumers has 
resulted in an increase in live cattle 
imports from the EC for slaughter in 
Egypt. Total EC beef exports to Egypt 
increased 20 percent from 1983 to 1984 
and totaled 65,000 tons.
Attractive prices offered by EC 
exporters could push Egypt’s 1985 beef 
imports up another 15 percent to
200,000 tons with a value o f $275 
million. The lower prices o f subsidized 
EC beef in all ranges, coupled with the 
effect of the relatively strong U.S. dollar 
preclude any real opportunities for 
increases o f U.S. beef exports to Egypt 
in the near future. Any increases will 
likely be in the specialty cut hotel and 
restaurant trade where quality is 
paramount to price. However, the 
general populace will probably continue 
to consume lower quality beef, primarily 
due to limited affluence.
Other Middle East and North 
African countries
O f the $31.5 billion of agricultural 
imports by the North Africa and Middle 
East countries in 1984, Saudi Arabia 
and Egypt accounted for $9.8 billion, 
while the other countries in the region 
imported the remaining $21.7 billion. 
The other major importers include Iran, 
Iraq, Algeria, Kuwait, and Libya.
Most of these countries have become 
increasingly dependent upon foreign 
food imports through the 1970s and 
1980s. For example, in the early 1970s, 
about 25 percent of food consumed in 
the region was imported. By 1984 this 
import dependence had risen to 60 
percent. Primarily, this has been caused 
by increasing affluence as a result o f oil 
production, and adverse weather and 
political climates which have hampered 
production.
As is the case in Egypt, prevailing 
conditions have made it difficult for 
U.S. exporters to capture a significant 
share o f this market.
The EC supplied about one-half of all 
the beef imports into these other Middle 
East countries in 1984. Brazil was the 
next largest supplier. Iraq purchased
93,000 tons of beef while Iran and 
Israel purchased 74,000 and 67,000 
tons, respectively. As with Egypt, the 
majority of these purchases are for 
lower quality beef. The United States 
and Australia were the smallest 
suppliers o f beef to this region.
Transportation to the 
Middle East
There are two major ports in Saudi 
Arabia, Jeddah in the west on the Red 
Sea and Damman in the east on the 
Arabian Gulf. Ports also exist in Oman, 
United Arab Emirates, Bahrain, and 
Kuwait. European and Australian beef 
exporters have a significant distance 
advantage to these ports over U.S. 
producers. The distance difference 
sharply affects the amount o f time 
necessary to get U.S. beef to the Middle 
East. Therefore, it also affects prices.
Table 2 summarizes the one-way trip 
costs associated with carrying 15,000 
tons of cargo from various ports to the 
strait o f Hormuz. It is clear from the 
data that a major problem facing a 
U.S. beef exporter is the distinct 
transportation advantage of Australian 
and EC producers. In addition, a 
Montana producer would have the 
added cost o f moving the beef to U.S. 
port areas. This transportation and cost 
problem must be studied carefully and 
the inherent difficulties solved if 
Montana is to compete in this market.
Conclusions
Marketing Montana beef exports to 
either a Pacific Rim or Middle East 
country would require a large 
investment in time and effort. To 
successfully compete in a foreign 
market, a prospective Montana exporter 
would have to overcome stiff 
competition and disadvantageous 
logistics such as transportation costs. To
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Middle East country would require a large investment in 
time and effort.33
do so would require a long-term 
commitment, probably at the expense of 
short-term profit margins.
In the Pacific Rim, both Hong Kong 
and Singapore import the majority of 
their beef requirements. Both countries 
have growing, affluent populations. In 
addition, few beef import restrictions 
exist in either country. Finally, other 
U.S. companies have overlooked these 
particular markets and have not 
established a reliable marketing 
presence in the area. From an exporter’s 
perspective, the primary disadvantage of 
the area is that the overall beef market, 
in comparison to the Japanese market,
is small. Still, the market is probably 
more accessible, and likely would be 
large enough for a Montana export 
effort.
Transportation costs are problematic 
when considering exporting beef from 
Montana to the Middle East. As 
discussed above, Australia and the 
European Community both can move 
beef to the area at a considerably lower 
cost than a U.S. exporter. U.S. 
exporters (and Montana producers in 
particular) may be able to overcome 
this disadvantage only if quality, as 
opposed to price, becomes the primary 
determinant of consumer purchases. 
Table 2
Ranking of Charter Vessel Costs from Selected 
World Ports to the Strait of Hormuz
From
One-Way Total Trip Cost 
Lowest Cost Alternative
Average Cost per Ton 
Lowest Cost Alternative
Fremantle, Australia $357,224° $23.81“
Rotterdam, Netherlands 402,128* 26.81*




(Canal Zone) 521,872* 34.79*
New Orleans, USA 529,356* 35.29*
San Francisco, USA 581,744“ 38.78“
Source: U.S. Department of Agriculture, Foreign Agricultural Service, Office of Transpor
tation, “Middle East Port Survey,” (April 1985).
° Indicates via Cape of Good Hope, 
indicates via Suez Canal.
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The desirability of a sales tax has been a controversial issue in Montana for 
many years. The Democratic Party here 
has consistently opposed a sales tax, in 
part because of the belief that the 
burden of the tax is disproportionately 
borne by low income groups. In 
addition, there are numerous other 
issues concerning the efficacy of a sales 
tax in comparison with other means for 
financing state and local government.1 
However, the most pervasive concern is 
the belief that the sales tax is regressive, 
particularly in comparison with income 
taxes. This idea o f regressivity is so 
firmly established that its validity is
'David F. Bradford, "The Case for a 
Personal Consumption Tax,” in Joseph A. 
Pechman, ed., What Should be Taxed: 
Income or Expenditure (Washington, D.C.: 
Brookings Institution, 1980); and Peter 
Mieszkowski, "The Choice of Tax Base: 
Consumption versus Income Taxation," in 
Michael J. Boskin, ed., Federal Tax Reform: 
Myths and Realities (San Francisco: Institute 
for Contemporary Studies, 1978). Bradford 
and Mieszkowski provide relatively complete 
treatments of the pros and cons of sales 
versus income taxes.
Douglas J. Young 
Bruce R. Beattie
This article is based on a 
presentation made by the authors 
at a conference concerning 
Montana’s tax system held in 
Bozeman in early May. The 
conference was cosponsored by the 
Montana Council on Economic 
Education and the Center for 
Political Economy and Natural 
Resources at Montana State 
University.
rarely challenged even by those favoring 
a sales tax. Numerous examples may be 
found in the popular press and the 
political record. We offer but one, from 
an editorial in our own Bozeman Daily 
Chronicle, April 24, 1985:
Still, the income tax is the fairest 
tax. The income tax is based on 
ability to pay. With study and minor 
reform, it can be the best hope for 
long-lasting tax policy in the state.
The sales tax is not as fair. Its tax 
rates are not adjusted according to 
ability to pay; poor people are hit 
hardest. When a family making 
$10,000 a year buys a refrigerator it 
really needs, it pays the same tax as 
the family making $50,000. Because 
they spend virtually all they earn, the 
poor would pay taxes on virtually all 
of their income. Exclusion of 
essential purchases— medicine and 
food are often mentioned— does not 
change the fundamentally regressive 
nature o f the tax.
In this article we reexamine the 
contention that the burden of a sales 
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that its validity is rarely challenged even by those favoring a 
sales tax.
income groups. Our immediate focus is 
on the incidence of a sales tax relative 
to an absolute scale of proportionality.
In the longer term a pragmatic question 
of perhaps greater political interest is 
the incidence of a sales tax in 
comparison with other Montana 
taxes— especially property and income 
taxes.
Our working hypotheses concerning 
these issues are:
1) The progressivity of the income 
tax (both state and federal) and its 
correlation with ability to pay is usually 
overstated in popular perception. The 
greatest opportunities and incentives for 
exempting and otherwise excluding 
income from taxation are available to 
those with the greatest ability to pay. As 
a result, higher income individuals tend 
to pay taxes on a smaller fraction of 
their income; tax avoidance (both legal 
and illegal) reduces income tax 
progressivity.
2) We distinguish between the 
distribution of the tax burden at a 
single point in time and the distribution 
of the tax burden over an individual’s 
or family’s lifetime. The presumed 
regressivity o f sales taxes is largely a 
myth when viewed in a life cycle 
context. Finally, if certain major 
categories of consumption expenditures 
are exempted from taxation, a sales tax 
may actually be progressive.
We will not formally address our first 
hypothesis— the actual as opposed to 
presumed progressivity of income taxes. 
The second hypothesis will be addressed 
as follows. After defining pro
portionality, regressivity, and progres
sivity, we will review the traditional 
argument that sales taxes are regressive. 
Then we will develop the life cycle view 
of income and tax burden. Finally, we 
will discuss the implications of 
exempting certain types of expenditure.
Regressive, proportional, 
progressive
A tax is said to be proportional with 
respect to income if tax payments are a 
constant fraction (proportion) of income 
as income varies. Thus, a tax is 
proportional if a doubling of income
results in a doubling of tax payments, a 
halving of income results in a halving of 
tax payments, etc.
A tax is said to be regressive if tax 
payments fall as a proportion of income 
as income rises. Note that regressivity 
does not imply that the level of tax 
payments falls as income rises; rather 
that the payments fall as a proportion 
of income. Similarly, a tax is said to be 
progressive if tax payments rise as a 
proportion o f income as income rises. In 
other words, a tax is progressive if 
higher income people pay a larger 
fraction of their income in taxes.
Two remarks are perhaps appropriate 
here: First, these are just definitions of 
terms frequently used in discussions of 
tax policy. Nothing in the definitions 
implies that a progressive tax is better 
or worse than a regressive tax. How 
progressive or regressive a tax system 
should be is a complicated normative 
issue; simply providing definitions for 
these terms in no way answers this 
value-laden question.
Second, taxes are conventionally 
referred to as progressive or regressive 
with respect to income, but some other 
base can be used. For example, a 5 
percent sales tax is proportional to 
taxed expenditures, and the 14 percent 
Social Security tax is proportional to 
earnings (at least up to the maximum 
taxable earnings). Progressivity is 
usually measured relative to income 
because income is generally considered a 
good measure o f ability to pay, but this 
need not be the case. We say more 
about this issue below.
The traditional case for 
regressivity of a sales tax
The traditional argument for 
regressivity o f a sales tax begins by 
assuming that the tax is applied to 
consumer goods. In fact, sales taxes are 
sometimes applied to goods that are 
inputs to production rather than 
consumer goods. For example, some 
states tax sales o f new tractors. A sales 
tax may have quite different effects if 
applied to productive inputs; in the 
present analysis we presume that a sales 
tax would be levied only on 
consumption goods.
The traditional argument also 
assumes that a sales tax is shifted 
forward to consumers. That is, while 
retail businesses actually write the 
checks to the government, analysts 
traditionally have assumed that 
consumer prices are increased by the 
full amount of the tax. If this is the 
case, the burden o f the tax is actually 
borne by the purchasers of the taxed 
products, rather than the retailers.
There are other possibilities, however. If 
a retailer is unable to pass on the full 
amount of the tax, then the retailer 
and/or his suppliers will bear some of 
the burden. This question is not central 
to our argument, however, and we shall 
maintain the assumption that a sales tax 
is indeed shifted forward to consumers.2
Data gathered from cross-sectional 
surveys show that consumption 
expenditures decline as a fraction of 
income as household or family income 
rises. For example, figure 1 displays 
data from the Consumer Expenditure 
Survey conducted in 1981-82 by the 
Bureau of Labor Statistics, U.S. 
Department of Labor.3 The bar graph 
shows average total expenditure divided 
by average income for various income 
classes. In the lowest income bracket 
(individuals and families with less than 
$5,000 of income) expenditures average 
2.88 times income, while in the highest 
income bracket (individuals and families 
with more than $30,000 of income) 
expenditures average .69 of income.
Thus, a sales tax is regressive, or so 
the traditional argument goes. That is, 
if the tax is a constant proportion of 
expenditures but expenditures decline as 
a proportion of income as income rises, 
then the tax declines as a fraction of
2Edgar K. Browning and William R. 
Johnson, The Distribution of the Tax 
Burden (Washington, D.C.: American 
Enterprise Institute for Public Policy 
Research, 1979); and Joseph A. Pechman, 
Who Paid the Taxes, 1966-85? (Washington, 
D.C.: Brookings Institution, 1985). Browning 
and Johnson and Pechman consider other 
possibilities for shifting.
’Bureau of Labor Statistics, Consumer 
Expenditure Survey: Interview Survey,
1980-81 Bulletin 2225 (Washington, D.C.: 
U.S. Government Printing Office, 1985).
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when viewed in a life cycle context
income as income rises. Indeed, the 
results are quite dramatic. According to 
these data, families in the lowest income 
bracket would pay an effective tax rate 
on their income that is four times 
greater than the rate paid by families in 
the highest bracket. Little wonder, 
then, that a sales tax has traditionally 
been viewed as regressive.
The life cycle perspective
In this section we shall continue to 
assume that a sales tax is applied only 
to consumer goods and shifted forward 
to consumers rather than being borne 
by business.
The essence of the life cycle argument 
is that income in any given year is an 
extremely poor proxy for ability to pay. 
In fact, consumption expenditure is 
probably a better measure o f ability to 
pay than is current income. T o see this, 
assume for a moment that bequests and 
inheritances don’t exist. Each individual 
or family is limited then in its lifetime 
consumption by its lifetime income from 
all sources: wages and salaries, profits 
from business activity, interest, 
dividends, transfer payments from the 
government, etc. If there are no 
bequests nor any debts outstanding at 
death, then the value of a family’s 
consumption over the life cycle must 
exactly equal its income.4 In other 
words a proportional sales tax must, 
over the life cycle, be exactly 
proportional to income.
How are the data just examined to be 
explained? The life cycle or permanent 
income theory implies that people base 
their current consumption decisions 
mostly on the level and timing of 
lifetime income, rather than exclusively 
on current income.5 *Families or
4More precisely, the present value of 
consumption must equal the present value of 
labor income plus transfers, each stream 
discounted by the interest rate.
‘Milton Friedman, A Theory of the 
Consumption Function (Princeton, NJ: 
Princeton University Press, 1957); and F. 
Modigliani and R. Brumberg, “Utility 
Analysis and the Consumption Function: An 
Interpretation of Cross-Section Data," in 
K.K. Kurihara, ed.. Post-Keynesian 
Economics (London: Allen and Unwin,
1955). These authors first developed the life 
cycle theory of consumption behavior.
individuals in the lowest income 
brackets are often in that position only 
temporarily; as a result their 
consumption often exceeds their current 
income. Similarly, families with 
temporarily high incomes tend to 
consume a small fraction o f current 
income; the rest is saved for less 
prosperous times. Some examples may 
aid understanding.
We frequently ask our students 
whether it is appropriate to classify 
them as “poor.” True, their current
incomes are low. But as you, we, and 
they know, college students typically will 
receive above average incomes over their 
lifetimes. And their consumption 
behavior reflects this: students often 
consume more than their current 
income by borrowing. In cross section 
data, students show up as people with 
low incomes but high consumption, and 
this makes a sales tax appear regressive.
For many people income reaches a 
maximum during the ten or fifteen 
years prior to retirement. Often they
Source: U.S. Department of Labor, Bureau of Labor Statistics.
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* *A sales tax, which is proportional to consumption, . . . 
must he proportional to (lifetime) income, i.e., a sales tax is 
a proportional tax.
attain these levels just about the same 
time that children leave home. Because 
consumption decisions are based on a 
lifetime perspective, most people don’t 
consume all of this (temporarily) high 
income; rather, a substantial fraction is 
saved to provide for retirement. Thus, 
in cross section data a sales tax appears 
to be regressive: people with the highest 
incomes are often those in their peak 
earning years and they consume a 
relatively small fraction of their 
incomes.
Finally, consider the position of 
retirees. Income is typically lower 
during retirement years than just before 
retirement. What will consumption be 
like? If a retiree has some sort of 
lifetime annuity like Social Security or 
other retirement plan, there is little 
reason to save for the future. In fact, if 
a retiree has built up a nest egg of 
assets and doesn’t plan to leave 
bequests, it makes sense to consume 
some of these assets each year. If the 
retiree does not have an annuity, then 
he is forced to consume assets and/or 
apply for government assistance. But 
consumption of assets is negative saving; 
consumption is greater than income.
Just as in the case o f students, the cross 
section data will show consumption 
exceeding income during this period of 
life when income is temporarily low, 
and a sales tax appears to be regressive.
Let us summarize the argument to 
this point. If there are no bequests and 
inheritances, then consumption over a 
lifetime must just equal income over the 
lifetime. A sales tax, which is 
proportional to consumption, then must 
be proportional to (lifetime) income, 
i.e., a sales tax is a proportional tax. 
Cross section data give a misleading 
picture of regressivity because people 
maintain relatively constant levels of 
consumption in the face of temporary 
variations in income: When income is 
temporarily low, consumption is a large 
fraction of income (often exceeding 
income); when income is temporarily 
high, consumption is a smaller fraction 
of income. This creates the appearance 
of regressivity in a sales tax, but it is 
only an illusion resulting from the use 
of cross section data.
Let us briefly discuss the role of 
bequests and inheritances. It is true that 
if a family saves a portion of its income 
and passes it on to its heirs, this income 
is not taxed under a sales tax. If the 
heirs spend it, they will pay the tax. If 
an inheritance is passed on from 
generation to generation without ever 
being consumed — a family farm for 
example— then the original income used 
to purchase the farm escapes taxation 
forever. Any income derived from 
operating the farm will be taxed, 
however, to the extent that it is spent. 
For most people inheritances are a very 
small portion of lifetime income and 
hence this leakage from the tax system 
is small.6 However, to the extent that it 
is considered important, other tax 
instruments— most notably estate 
taxes— can be employed.
Exempt items and regressivity
Most states do not attempt to levy a 
sales tax on all consumer expenditures. 
The pattern o f exemptions can affect 
the regressivity/progressivity of a sales 
tax to the extent that consumption 
patterns differ systematically by income 
level. Food purchased for home 
consumption, for example, appears to 
constitute a larger fraction o f the 
budgets of low income people than it 
does of the budgets of higher income 
people. The analysis of the last section 
indicated that a sales tax on all 
consumption items is basically a 
proportional tax. Exempting items like 
food for home consumption would make 
a sales tax progressive.
Other items are typically excluded 
from a sales tax because of 
administrative difficulties, costs of 
collection, and so forth. These items 
may make a sales tax either more or less 
progressive.
Table 1 displays expenditures on 
selected categories of goods as a 
proportion of total expenditure for
‘Friedman found that, on the average, 95 
percent of lifetime income is consumed, and 
this percentage varies little across (lifetime) 
income groups.
quintiles of the income distribution.7 
For example, the first entry shows that 
among families in the lowest 20 percent 
(quintile) o f the income distribution, 
food for consumption at home is 19 
percent o f total expenditure. The last 
entry in the top row shows that this 
drops to 11 percent for families in the 
highest quintile. Since the percentage 
declines as income rises, exempting food 
for consumption at home tends to 
reduce the proportionate burden on 
lower income groups.
The other entries can be read in a 
similar fashion: Exempting shelter 
expenditures (mortgage principal and 
interest, property taxes, maintenance, 
repairs, insurance and other 
expenditures, and rent, but including 
motels and hotels) would make a sales 
tax more progressive, as would 
exemptions for fuels, utilities and public 
services, and health care. An exemption 
for educational expenditures would have 
only a minor impact, while exempting 
personal insurance and pensions would 
make the tax more regressive.8 Pensions, 
however, are just a form of saving, and 
it would be inconsistent to tax, for 
example, the purchase o f an annuity 
while exempting purchases o f stocks and 
bonds or money placed in a bank 
savings account.
The last line of table 1 totals all of 
these exemptions. If all o f these 
categories were exempt, a sales tax 
would be slightly progressive. The 
exemptions have an obvious cost, 
however; approximately one half of 
expenditure would escape taxation.
7The Bureau of Labor Statistics ranks 
families by current annual income. These 
data may give a misleading picture of 
differences in consumption patterns if the 
differences stem primarily from life cycle 
patterns. No better data are immediately 
available.
‘The data for educational expenditures may 
very well be affected by life cycle patterns 
(see footnote 6). Students tend to have high 
educational expenditures and low incomes: 
they appear in the lowest quintile. Parents 
often spend the most on their children’s 
educations about the same time in life as 
they have high incomes: they appear in the 
top quintile.
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progressive when viewed from  a life cycle perspective.9 9
Table 1
Expenditures on Various Goods and Services as a Percentage of Total 














Food at home 19 17 15 14 11
Shelter (minus 
other lodging) 18 16 15 14 14
Fuels, utilities 
& public services 9 9 8 7 6
Health care 6 5 4 4 3
Education 2 1 1 1 2
Personal insurance 
& pensions 2 5 8 10 11
Total 56% 53% 51% 50% 47%
Source: U.S. Bureau of Labor Statistics, Consumer Expenditure Survey: Interview 
Survey, 1980-81 Bulletin 2225 (Washington, DC: U.S. Government Printing 
Office, 1985), table 19.
Conclusion
The principal purpose o f this article has 
been to argue that a sales tax is not 
nearly so regressive as most people 
believe. Indeed, a sales tax can be 
structured (via appropriate exemptions) 
so that it is in fact progressive when 
viewed from a life cycle perspective.
In general, we believe the life cycle 
perspective offers a better way to view 
the incidence o f taxes than do 
comparisons based on current income. 
There is simply too much variability in 
annual income— stemming from life 
cycle behaviors such as education and 
retirement as well as transitory events 
such as layoffs in construction or bad 
harvests in agriculture— for current 
income to serve as an adequate 
indicator of ability to pay. Families and 
individuals know their longer-term 
prospects better than anyone else and 
their consumption behavior reflects this. 
Thus, consumption— the base for a sales 
tax is a better indicator of ability to 
pay than current income.
The life cycle perspective is also 
useful in the analysis of other issues.9
• James Davies, France St. Hilaire, and John 
Whalley, “Some Calculations of Lifetime 
Tax Incidence,” American Economic Review 
74 (September 1984): 633-649. This article 
examines the lifetime incidence of Canada’s 
tax system.
Consider the incidence o f a 
“progressive” income tax over the life 
cycle. Since federal and state income 
taxes are based almost exclusively on 
current income, people pay higher tax 
rates during their peak earning years 
and lower tax rates when they are 
young or old. Thus, the progressive rate 
structure shifts tax liabilities from the 
years in which people have smaller 
amounts of income to the years in 
which people have larger incomes. This 
is not redistribution among persons at 
all, though many people believe it to be 
so. O f course, people with higher 
lifetime incomes will pay higher tax 
rates over their lifetimes and so a 
progressive rate structure does 
accomplish some redistribution, but not 
nearly as much as is suggested by 
looking only at current income. 
Douglas J. Young and Bruce R. Beattie 
are associate professor and professor, 
respectively, with the Department o f 
Agricultural Economics and Economics, 
Montana State University, Bozeman.
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A Fresh 
Look at the 
Income Tax
Jane S. Shaw
There is some justification for Montana’s reputation as a high-tax state. While its 
per capita income is low (as of 1983, it 
ranked forty-third among all the states), 
its per capita tax burden is above 
average (it ranked twentieth). Many 
people believe, however, that Montana 
avoids placing this burden on the 
shoulders of the average person. Instead 
of having a sales tax, Montana taxes 
“those who can pay” — the wealthy—  
through the income tax. Indeed, only 
three states have a top income tax rate 
higher than Montana’s 11 percent. But 
do people in high income-tax brackets 
really shoulder the bulk o f the tax 
burden?
The same question can be asked 
about the national income tax. In fact, 
just that question has been the subject 
o f extensive research by James D. 
Gwartney and Richard L. Stroup of the 
Political Economy Research Center 
(PERC) in Bozeman. The results are 
surprising. They found that when tax 
rates are low, people in high tax 
brackets actually pay a bigger share of 
the total tax that they do when tax 
rates are high.
Carefully examining Internal Revenue 
Service data, Gwartney and Stroup have 
looked at how changes in income tax 
rates over the the past sixty years have 
affected tax revenues and changed the 
share o f taxes paid by different income 
groups. They are putting their findings 
into a book entitled The Tax Wedge.
They became interested in the subject 
a few years ago at the start of the “tax 
revolt” — the political movement that 
resulted in the Reagan tax cut o f 1981. 
These tax cuts— often derided as 
“welfare for the rich” — did, indeed, 
affect the top taxpayers most. The 
biggest change was to reduce the top 
tax rate from 70 percent to 50 percent. 
Yet when the Internal Revenue Service 
issued its data on which income groups 
paid the most in 1982, the first full year 
of the tax, the figures revealed that in 
spite of the enormous drop in the top 
rate, the total taxes paid by this group 
had gone up, not down!
The year’s data revealed the same 
trend. The people who had received the 
biggest tax cut were paying more tax, 
not less. Why? How could the tax 
cuts— which many had opposed as 
“welfare”— elicit more revenue, not less, 
from the wealthy?
Gwartney and Stroup were not 
surprised by these findings— they had an
14
answer. Their studies o f the income tax 
system show that tax rates affect 
incentives so strongly that often lower 
tax rates lead people to pay more 
revenue, while high tax rates lead them 
to shift their investments to tax shelters 
or simply earn less taxable income —  
resulting in less tax revenue for the 
government, and a greater share paid 
by lower-income groups.
“People don’t really care how much 
tax they pay,” says Stroup. “What they 
care about is ‘take-home pay’— what 
they personally gain from their efforts 
and sacrifices.” Those people who had 
to pay 70 percent o f each additional 
dollar they earned were receiving only 
30 cents from each o f those dollars. 
Their incentive to earn taxable income 
was low and the incentive to “finagle” 
ways of getting around paying all that 
tax was high.
“The 1981 tax cut changed those 
incentives,” says Stroup. With the top 
tax rate down to 50 percent, instead of 
receiving 30 cents for each additional 
dollar, these individuals received 50 
cents. Suddenly, they had a 67 percent 
increase in the reward to earning 
taxable income!
For people in lower tax brackets, 
however, tax cuts have less incentive 
effect. For example, a person in the 10 
percent bracket receives 90 cents on 
each additional dollar he or she earns.
If that person’s tax is reduced by 29 
percent (the same magnitude of cut that 
the top tax bracket received), the tax 
would decline to about 7 percent. Take- 
home pay or after-tax earnings on each 
additional dolllar would go up only 3 
cents to 93 cents, not a big change. You 
wouldn’t expect the behavior of these 
people to change very much.
The implication o f this example is 
that it may be possible to get more tax 
revenue from people in high brackets by 
cutting taxes, because lower tax rates 
would encourage them to increase their 
taxable income. For people in low 
brackets, however, this would not be the 
case.
You have undoubtedly seen the Laffer 
Curve, the famous diagram that Arthur 
Laffer reportedly designed on a napkin. 
Gwartney and Stroup see the Laffer 
Curve as a “sound idea” but one that is 
widely misunderstood.
Laffer pointed out that there are two 
tax rates that provide the government 
with no income — a zero tax rate and a 
100 percent tax rate. At zero, the
government gets no revenue because it 
levies no tax; at 100 percent, the 
government gets no revenue because no 
one is willing to work, since, if he or 
she did, all earnings would go to the 
government. Why would anyone work 
or undertake productive activities when 
all o f the income is confiscated by the 
tax collector?
Laffer drew a curve (see figure 1) 
indicating that as tax rates rise above 
zero, tax revenues at first increase. But 
he argued that each increase in the tax 
rate will bring in a little less additional 
revenue, since people will start to 
change their behavior, reducing their 
work or hiding their income in tax 
shelters. At some point, the tax rate will 
be so high that it won’t bring in any 
additional revenue and in fact will 
actually bring in less money than a 
lower rate would. At that point, higher 
tax rates will have the perverse effect of 
reducing, not raising revenues. In visual 




Gwartney and Stroup have some idea 
of where the Laffer Curve bends 
backwards. They think it is at a 
marginal tax rate of about 40 percent.
If their estimates are correct, then tax 
rates that take 40 percent or more of 
marginal income are actually leading to 
less revenue.
People misunderstand the Laffer 
Curve because they forget that taxpayers 
are on many different points o f the 
curve, depending on their tax bracket. 
There is not a single tax rate for the 
entire economy. So, in 1980 and 1981, 
when proponents of tax cuts argued that 
tax cuts would bring huge increases in 
tax revenues, they were overstating the 
case. At any given time, some people
are probably facing marginal tax rates 
so high that they have an incentive to 
shelter much o f their income from the 
tax collector. Lower rates would induce 
them to shelter less, and the government 
would receive more. At the same time, 
however, other people are in low tax 
brackets. The effect o f tax cuts on their 
take-home pay would be slight. Lower 
tax rates will lead to lower revenues, 
because they won’t change their 
behavior much.
In the years before the 1981 tax cut, 
high tax rates encouraged people to 
invest more in tax shelters than in 
investments that earned taxable income. 
High tax rates encouraged them to 
spend money on tax-deductible luxuries 
to avoid paying taxes. They spent more 
time, effort and resources on 
“finagling,” and less on providing goods 
and services for others in exchange for 
taxable pay.
Gwartney and Stroup have some 
interesting evidence to support the case 
that people responded this way during 
the 1970s.1 To begin with, it’s 
important to recognize how much tax 
rates went up during the 1970s, even 
though there were no legislated tax 
increases. Instead, inflation-induced 
“bracket creep” pushed people into 
ever-higher tax brackets.
This means that people’s marginal tax 
rates went up. When a person is in the 
35 percent tax bracket, he or she pays 
35 percent on the last dollar earned and 
will pay 35 percent on each additional 
dollar he or she earns. In 1965 a typical 
working couple with two children living 
in Montana faced a marginal tax rate 
of 28.2 percent (assuming they took the 
standard deduction). In 1980, that 
couple would have paid a marginal tax 
rate o f 39.13 percent.2 (This rate 
includes both federal and state tax.)
These tax rates went up primarily 
because inflation soared between 1965 
and 1980. As people’s incomes went up 
due to inflation, they were lifted into 
higher and higher tax brackets— even 
though their real income may not have
‘A more detailed analysis can be found in 
James D. Gwartney and Richard Stroup, 
"Marginal Tax Rates, Tax Avoidance, and 
the Reagan Tax Cut,” in Supply-Side 
Economics in the 1980s: Conference 
Proceedings (Westport, CT: Quorum Books, 
1982), pp. 197-209.
2Bozeman accountant Tim Jacobsen 
calculated the couple’s state marginal tax 
rate.
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* * The tax increases led the wealthy to shelter more taxes and 
in general to be less productive— and to pay a smaller, not 
greater, share o f the total tax.
changed. During this period, more 
losses began to appear on people’s tax 
returns. For example, in 1966, the 
amount o f losses reported by U.S. 
taxpayers to the IRS from rental 
property represented 40 percent of the 
total income reported. But by 1981, this 
figure had soared to 118.4 percent—  
that is, people reported on their income 
tax forms more losses than income from 
rental property. And the increase came 
about gradually over the years.
Similarly, in 1966, the losses from 
partnerships that people reported on 
their tax forms represented only 11.2 
percent of the income they reported.
But in 1981, partnership losses had 
risen to 100.5 percent of income— that 
is, total losses and total income were 
almost exactly equal. Similar trends 
occurred in business and professional 
practices, farming, and small business 
corporations known as Chapter S 
corporations. What all these types of 
businesses have in common— rental 
property, partnerships, farming, small 
business corporations, and business and 
professional practice— is that they are 
useful for sheltering taxes. In an article 
entitled, “How a Small Business of Your 
Own Can Substantially Reduce Your 
Taxes,” Robert C. Carlson advised in 
1984 that a small business is “the best 
way to generate tax losses to offset 
income from other sources.” Gwartney 
and Stroup interpret the steady growth 
of such business shelters as signs that 
people found ways to get around rising 
marginal tax rates.
Gwartney and Stroup like to point to 
another piece o f evidence— suggestive, 
not definitive— that people have been 
channeling their effort and funds from 
productive investment into “finagling.” 
That is the enormous increase in 
lawyers and accountants that we 
experienced in the United States in the 
1970s, particularly when measured in 
relation to engineers. In 1965, the 
United States was conferring more than 
four engineering degrees for each law 
degree and more than three engineering 
degrees for each accounting degree. But 
over the 1970s, that gradually changed. 
By 1977, U.S. colleges were conferring 
only two engineering degrees for each 
law degree and less than two for each
accounting degree. While many factors 
led to that change, Gwartney and 
Stroup suggest that the growth in tax 
rates— and with them, tax avoidance—  
were a big factor. The trend began to 
taper off in 1978, reflecting in part a 
surge in the number of engineers.
Perhaps the most fascinating part of 
the Gwartney and Stroup research is 
their analysis of the effects o f the two 
major tax cuts in U.S. history before the 
Reagan cuts— the so-called “Mellon” tax 
cuts of the 1920s and the “Kennedy” tax 
cut of 1964.®  In both cases the same 
phenomenon occurred as in 1982:
Lower taxes led the top income groups 
to increase— not decrease— the taxes 
they paid to the government.
For example, the 1964 cut was 
generally an across-the-board cut. 
Everyone received approximately a 22 
percent cut. And for low-income 
groups, the tax they paid went down.
Yet for the top taxpayers, tax revenues 
went up, not down. As figure 2 shows 
(and it is measured in constant dollars), 
the group reporting $100,000 or more 
in income paid 5.1 percent o f the total 
tax in 1963. After the tax cut, they 
paid 7.6 percent o f the total — a 49 
percent increase in their share. Other 
ways of analyzing these data— such as 
looking at the top 5 percent of all tax 
returns— also indicate that they paid 
more in 1965 than they had in 1963, 
not less. The share of tax revenue paid 
by the bottom half fell from 10.9 
percent in 1963 to 9.5 percent in 1965.
Essentially the same thing happened 
as a result of the tax cuts in the 1920s. 
Although tax rates went down 
dramatically (in three separate steps 
from 1922 to 1925), the tax total paid 
by the top income groups went up 
substantially. Tax revenues from people 
reporting a net income o f $50,000 or 
more were 63.2 percent higher in 1926 
then they were in 1921— measured in 
constant dollars. The burden also 
shifted from the low-income people to 
higher-income people.
*For more detail see James D. Gwartney and 
Richard Stroup, “Tax Cuts: Who Shoulders 
the Burden?” in Federal Reserve Bank of 
Atlanta Economic Review, March 1982, pp. 
19-27.
As figure 3 indicates, in 1921, people 
with incomes over $50,000 paid 44.2 
percent of the total taxes paid. By 1926 
this group was paying 70.1 percent of 
the tax. People with lower incomes paid 
a much smaller share than they had 
before. Those in the $5,000-$10,000 
bracket paid 9.6 percent o f the total tax 
in 1921, but by 1926 that had dropped 
to only 2.8 percent. Many low-income 
people who would have paid tax in 1921 
didn’t have to pay tax at all in 1926. 
Revenues were substantial enough to 
allow the government to lift the income 
level at which tax was required.
Gwartney and Stroup have also 
looked at the effects of tax raises— not 
only the marginal rates that rose during 
the 1970s, as we have discussed, but the 
disastrous tax raise of 1932, which, they 
contend, worsened the Depression 
significantly. The tax increases led the 
wealthy to shelter more taxes and in 
general to be less productive— and to 
pay a smaller, not greater, share of the 
total tax.
Gwartney and Stroup have studied 
these tax changes in far more detail 
than can be summarized here. But it 
adds up to a graphic illustration of the
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The two major tax cuts in U.S. history . . . led the top 
income groups to increase— not decrease— the taxes they paid 
to the government.
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1921 and 1926 Federal 
Tax Cuts
Incom* Bracket
effect of tax rates on incentives. 
Moreover, additional evidence o f the 
incentive effect of taxes comes from 
comparing the tax payments of people 
living in different states that have 
differing tax rates. Along with James 
Long of Auburn University, Gwartney 
compared the tax revenues paid by 
people in high-tax states vs. low-tax 
states. They found that couples with 
high incomes— over $80,000 in 1979 
dollars— actually paid more taxes in 
states where the tax rates were low than 
in high-tax states. Apparently, they used 
a variety of devices— tax-exempt 
municipal bonds, for example— to avoid 
taxes in high-tax states, while in low-tax 
states the pressure to do this was not so 
great, and they ended up paying more 
total tax. As our discussion o f the 
Laffer Curve suggests, this effect 
occurred only with high-income 
people — that is, people who are in high- 
income brackets. Over time, people shift 
their economic activities and investments 
in response to the tax rates they face.
Gwartney and Long estimate that the 
marginal tax rate that leads the tax 
collector to collect less revenue rather
than more by raising tax rates is around 
40 percent. They point out in their 
study that this estimate o f the incentive 
effect o f tax rates is still quite limited.
It reflects the effect of tax rates on the 
choice o f tax deductible expenses and 
the use of tax losses. But it ignores 
other incentive effects, such as people’s 
decisions not to take high-paying jobs 
because the relocation or the extra 
effort isn’t worth the return at a high 
tax rate.
Recently, a rather different study of 
national income tax returns by 
Lawrence B. Lindsay o f Harvard 
University turned up somewhat similar 
findings. Lindsey estimates that at a 
federal tax rate of 43 percent the 
government starts to lose revenue rather 
than gain it.
The Gwartney-Long study is a 
complex econometric study. However, a 
couple of plain facts o f interest to 
Montanans also illustrate their point. In 
spite o f Montana’s high rates, which 
range from 2 percent to 11 percent, the 
Montana income tax provides only 29 
percent of the state’s total tax revenues. 
The income tax must be supplemented 
by a variety of excise and corporate 
taxes. Yet Illinois, which had a flat 3 
percent income tax rate in 1984, 
provided 34 percent o f its revenues from 
the income tax! O f course, the Illinois 
income tax is levied on a broader 
base— there is no standard deduction, 
for example, and federal income tax is 
not deducted against the state tax.
(Such a deduction would benefit high- 
bracket taxpayers.) But without high 
tax rates of the kind we have in 
Montana, there is little political pressure 
for complex deductions that narrow the 
base, and the result is more income at a 
low rate. By the way, Illinois reduced its 
tax rate in 1985 to 2.5 percent.
State tax rates do not exist in a 
vacuum. They are, essentially, piled on 
top o f federal tax rates. The rate that 
matters is the combined effect o f federal 
and state taxes, taking into account, of 
course, the fact that state taxes are 
currently deductible from federal taxes. 
Gwartney and Stroup conclude that the 
combination of high federal and state 
taxes is probably shifting much of the 
burden to the lower-income groups.
Another damaging effect o f high 
taxes is a moral one: High taxes 
encourage people to “finagle” to avoid 
taxes, rather than engage in productive 
activity and productive investments.
After years in which voluntary 
compliance has been high, there are 
signs that the American attitude toward 
taxes may have changed. Cutting 
comers on taxes is becoming accepted, 
it seems. The United States may be 
starting to mimic some European 
nations where tax rates have long been 
high. There, it is commonly said, “If 
you are not cheating the tax collector, 
you are cheating your family.” Over the 
long run, the breakdown of morality 
and voluntary compliance may be the 
most detrimental impact of high tax 
rates. 
Jane Shaw, formerly a reporter fo r 
Business Week, is senior writer, Political 
Economy Research Center, Bozeman.






When it comes to balancing the state budget, Montanans said they would 
prefer to cut spending, by reducing 
programs and services, rather than see 
an increase in taxes or other state 
revenues to continue those programs. 
That’s according to a recent Montana 
Poll.
When offered a list of state programs 
and services, however, many Montanans 
had a tough time deciding which, if 
any, should be cut back. At the very 
least, about a third of those polled said 
all the listed programs should continue 
at current levels of funding.
And should the state decide to 
increase revenues, Montanans preferred 
to add new taxes rather than increase 
existing ones. But state residents were 
still divided on whether to institute a 
state sales tax. Those polled were much 
more favorable on adopting a state-run 
lottery and a statewide “bed tax” on 
hotel and motel rooms.
The Montana Poll is a quarterly 
public opinion poll conducted by the 
University of Montana Bureau of 
Business and Economic Research and 
cosponsored by the Great Falls Tribune. 
The Poll surveyed 408 Montanans aged 
eighteen and over between March 7 and 
March 17.
Spending cuts preferred, but 
specifics elusive
Over half of those polled (55 percent) 
said the state budget should be 
balanced by reducing programs and 
services. Just under a third (31 percent) 
preferred that the state increase 
revenues by raising taxes and other 
revenues.
Montanans living east of the Divide 
were more inclined to say cut spending 
than increase revenues, while those 
living in western Montana were more 
evenly divided.
Those polled who said they are 
Republicans or leaning toward that 
party chose spending cuts over increased 
revenue by almost three to one, while 
their Democratic counterparts split 
down the middle.
But even if the state decided to 
reduce funding for state programs and 
services, Montanans by a large margin 
felt the cuts should be selective rather 
than across the board. Just over 70 
percent of those polled said it would be 
better to reduce some programs while 
leaving others as is. Only 20 percent 
said the reductions should affect all 
programs.
When faced with nine specific 
programs and services, ranging from 
public education to corrections and 
health care institutions, Montanans had 
a difficult time saying “cut the 
funding.” No more than 56 percent of 
those polled said to reduce the funding 
o f any single program. On top of that, 
a substantial number said the funding 
should remain as is, and a few even 
volunteered that funding should actually 
be increased (table 1).
The three programs Montanans most 
frequently said should see reduced 
funding included welfare or public 
assistance programs for low-income 
persons (56 percent), community and 
economic development (54 percent), and 
resource management and 
environmental protection (52 percent). 
Yet around a third of those polled said 
the programs for community and 
economic development and public 
assistance should continue to receive 
funding at current levels. And 37 
percent felt resource management and 
environmental protection should not be 
cut back.
Montanans were most supportive of 
continuing current funding for the 
state’s highway construction and 
maintenance program and the public 
education system. Well over half of 
those polled (59 percent) preferred to 
leave the funding for Montana’s 
highway program as is, with only 23 
percent saying they wanted reduced 
funding. Another 13 percent 
volunteered that this was one state 
program that should see an increase in 
its budget, perhaps reflecting 
Montanans’ traditional concern for good 
roads and transportation.
Montanans apparently feel quite 
strongly about leaving the funding of 




The Montana Poll is cosponsored by 
the Great Falls Tribune and the Bureau 
of Business and Economic Research, 
University of Montana. The quarterly 
Poll, conducted by the Bureau and 
directed by Susan Selig Wallwork, is 
based on a minimum of 400 telephone 
interviews with Montanans aged 
eighteen and older. The interviews are 
conducted by Bureau interviewers from 
its offices on the University campus in 
Missoula. Telephone numbers are 
randomly generated by computer, using
elementary and high schools, alone. A 
large majority (72 percent) wanted no 
cuts in funding for public schools grades 
one through twelve. Only a small 
proportion (17 percent) said there 
should be reductions.
Fifty-nine percent of those polled said 
funding for higher education—  
Montana’s colleges and universities— also 
should remain untouched. Almost an 
identical number (58 percent) offered 
the same sentiment for Montana’s vo- 
techs. Only 28 percent said to cut back 
the University System, and 31 percent 
said to reduce funding for vo-techs.
Those polled were more evenly 
divided on reducing funding for state 
job training and assistance programs. 
About 45 percent said the programs
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the Bureau’s random digit sampling 
program, and the interviewers then use a 
second random sampling procedure to 
select the person in the household to be 
interviewed. This procedure eliminates 
interviewer choice in selecting the 
respondent and assures selection of a 
representative sample.
Distribution o f  the sample based on 
age, sex, residence, employment status, 
and income compare favorably with 
available data on the state population 
and, thus, the Poll results are considered 
to be representative of Montana’s actual 
adult population.
As with all sample surveys, the results 
of the Montana Poll can vary from the 
opinions of all Montanans because of 
chance variations in the sample. With a 
minimum statewide sample of 400, the 
overall results are subject to a margin of 
error of five percentage points either 
way, 95 percent of the time, because of 
chance variations. That is, if one talked 
to all Montanans with phones during 
the survey period, there is only one 
chance in twenty that the findings would 
vary by more than five percentage points. 
Findings for smaller groups of 
respondents within the overall sample 
(subsamples based on age, sex, residence, 
income, etc.) are subject to a somewhat 
higher margin of error, which would 
vary depending on the size of the 
respective subsamples.
Of course, Montana Poll results could 
also differ from other polls because of 
differences in the exact wording of 
questions, different interviewing 
methods, and differences in when the 
interviews were conducted.
should be left as is, but just slightly 
fewer (42 percent) wanted to reduce the 
funding.
Montana should leave the funding for 
the state’s prisons and health care 
institutions at current levels, according 
to 55 percent of those polled. About 30 
percent said funding for these 
institutions should be reduced.
An alternative to spending cuts: 
increased revenues
Given a different scenario in which 
the state decided to increase revenues 
rather than cut program spending,
60 percent o f those polled said we 
(continued on page 21)
On November 4, Montana voters will be asked to decide at least three ballot 
issues. If the March Montana Poll 
results are any indication, they may 
approve at least two o f them.
The Poll showed Montanans favored 
both the constitutional change that 
paves the way for a drinking age of 
twenty-one and the establishment o f a 
statewide lottery. They are apparently 
still undecided about the third ballot 
issue, which will decide the fate of the 
state salary commission.
The Poll is conducted by the 
University of Montana Bureau o f 
Business and Economic Research and is 
cosponsored by the Great Falls Tribune. 
The Poll surveyed 408 Montanans aged 
eighteen and older between March 7 
and March 17.
The 1985 Montana Legislature placed 
on the ballot two constitutional 
amendments and a referendum for next 
November’s election.
One amendment would remove from 
the Montana Constitution a requirement 
that the minimum legal drinking age be 
no more than nineteen. If the change is 
approved by voters, the drinking age 
could not actually be raised until the 
Legislature takes additional action. The 
federal government has said it will 
reduce federal highway funds for any 
state failing to enact a legal drinking 
age o f twenty-one.
In the statewide Poll, adult 
Montanans aged 18 and older approved 
this change by more than a two-to-one 
margin. Nearly two-thirds (64 percent) 
favored the proposed constitutional 
amendment, while less than a fourth 
opposed it. Followup questions found a 
large majority o f Montanans specifically 
endorsing a legal drinking age of 
twenty-one (see accompanying story).
The November referendum ballot 
issue concerns a state lottery. Proposals 
to start a lottery failed at the last two 
sessions of the legislature, and legislators 
decided to ask the voters whether they 
favor such a method of raising state 
revenue.
Poll results on this issue showed a 
resounding three-fourths of those 
questioned in favor of establishing a 
state lottery run by a state lottery 
commission. Only about one in five (21 
percent) were opposed.
There is evidence that Montanans are 
fairly sure of their opinions on the 
lottery. These Poll results on the lottery 




the December 1984 Montana Poll, when 
a similar question was asked. Also, a 
question about the lottery asked in 
another section of this Poll, concerning 
new revenue sources for the state, 
showed similar support.
Support for both the drinking age 
change and the lottery was widespread. 
Eastern and western Montanans showed 
the same level o f support, as did those 
from the more populous counties as well 
as the state’s rural areas. Nor are these 
partisan issues. Political affiliation or 
preference for a particular political 
party also apparently made little 
difference.
Surprisingly, age did not have a 
strong bearing on the drinking age 
issue. While those under twenty-one did 
not favor changing the drinking age 
itself (see accompanying story), they 
were willing to see it raised given the 
prospect of losing highway funds, and 
they endorsed the idea o f removing the 
drinking age from the constitution.
Age did make some difference on the 
lottery issue. Support for the lottery 
declined somewhat with age. It was 
strongest among those between the ages 
of eighteen and thirty-four, with 86 
percent in favor. Least enthusiastic were 
those aged sixty-five and older, where 
only a slim majority, 53 percent, 
approved.
Income also seemed to have a bearing 
on the lottery issue, but not in the way 
that some had anticipated. Some 
opponents of the lottery have expressed 
fear that low-income people might be 
tempted to use the lottery more than 
others, but Poll results showed less 
support from those in the lower-income 
categories. The highest degree of 
support came from those reporting 1985 
household incomes over $35,000, and 
the least support came from those with 
incomes under $15,000.
The third ballot issue covered in the 
Poll is a constitutional change 
eliminating the requirement for a state 
salary commission. The Poll found that
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Montanans are mixed in their opinion 
on this, with a large number knowing 
little about the commission and 
reluctant to answer.
Although charged with 
recommending pay levels for judges and 
elected officials of the legislative and 
executive branches, the commission’s 
suggestions have been largely ignored by 
lawmakers. Legislators in the 1985 
session decided to ask Montanans to 
vote on an amendment eliminating the 
commission.
An introductory Poll question 
describing the commission found three- 
fourths of those questioned unaware of 
the salary commission. Poll participants 
were then asked how they felt about the 
proposed constitutional amendment 
abolishing it. While 44 percent said the 
salary commission should be continued 
and 24 percent said it should be 
abolished, a large segment— 31 
percent— was unable to decide.
Support for keeping the commission 
was highest among those who had 
professed awareness o f it in the 
introductory question. No other 
differences among respondent groups 
were apparent, with the exception of 
those who said they are college 
graduates. They were more likely to 
say the commission should be 
continued.
TABLE 1
NOTE: Totals do not add to 100 due to rounding and the omission of
miscellaneous responses.
Resolving the Legal Drinking Age Issue
Mary L. Lenihan
The Montana Poll asked Montanans a series of questions concerning the state 
drinking age and how it is established. 
The actual ballot issue that will be 
voted on in November— amending the 
constitution to remove the legal 
drinking age— was just one o f the issues 
covered.
Montanans were first asked to 
consider how Montana’s drinking age is 
established. Currently the legal drinking 
age is established in the state 
constitution rather than by state law. 
Poll participants were asked how they 
felt about this. A clear majority— 60 
percent— said the drinking age should 
be set by state law. Twenty-seven 
percent said it should be set in the 
constitution. The rest were undecided.
The Poll then asked Montanans about 
the proposed amendment removing the
legal drinking age from the constitution, 
thus paving the way for the age to be 
set by state law. Support for a drinking 
age set by state statute increased; 64 
percent were in favor of the proposed 
amendment, compared with 24 percent 
opposed.
Montanans were asked next about the 
legal drinking age itself. Should it be 
nineteen, as it is now, or twenty-one, or 
what? Support was widespread for a 
legal drinking age of twenty-one.
Overall, 65 percent were in favor. 
Twenty-eight percent wanted to keep 
the current drinking age of nineteen. 
Not at all surprisingly, the greatest 
support for keeping the current age of 
nineteen came from Poll respondents 
most affected by any change, those aged 
eighteen to twenty. Two-thirds o f these 
respondents said the state should keep 
the drinking age as it is now.
Finally, the Poll interviewers informed
participants that states that do not 
adopt a drinking age of twenty-one face 
the loss of some federal highway funds. 
After hearing this, support for a 
drinking age o f twenty-one increased to 
84 percent among all respondents. Even 
those aged eighteen to twenty were 
inclined to support the higher age, with 
60 percent saying the legal drinking age 
should be twenty-one.
In spite o f widespread support for the 
higher drinking age, some Montanans 
are not pleased about being ‘’forced” to 
change the drinking age to avoid any 
reduction in federal highway funds. 
Several made comments objecting to 
this as “federal blackmail," and one 
Montanan said the “states should band 
together to tell the federal government 
to mind its own business.”
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(continued from  page 19)
should add some new state taxes or 
funding sources. Only 23 percent 
said to raise existing taxes.
Those with more formal education 
and those with higher incomes were 
more likely than others to favor 
adding new taxes.
But Montanans once again were 
divided on whether to institute a 
state sales tax. Just over half (52 
percent) said there should be a state 
sales tax on all goods and services 
except food and medicine. But a 
similar number (46 percent) said they 
oppose the sales tax (table 2).
The percentages were almost 
identical to those obtained by the 
Montana Poll in 1981, when 
Montanans were asked the same 
question (see accompanying story).
Two other revenue sources, a 
lottery and a hotel/motel “bed tax,” 
met with considerably more favor. 
Three out o f four Montanans favored 
a state-run lottery, while 20 percent 
did not. A statewide “bed tax” on 
hotel and motel rooms also met with 
the approval o f 62 percent o f those 
polled. About 31 percent said they 
opposed it.
Younger Montanans (under age 
forty-five) and those with higher 
incomes were more likely to favor a 
lottery than were older Montanans 
and those with smaller incomes.
Those polled who considered 
themselves politically liberal were also 
more likely to favor the lottery, as 
opposed to the self-described 
conservatives.
Montanans polled were also asked 
whether they would favor allowing 
local governments to adopt local 
option taxes. These are taxes that 
must receive voter approval before 
they are adopted. A large majority of 
Montanans (72 percent) said they 
favored giving local governments this 
option, while 25 percent said they 
opposed the idea.
Another split in opinion occurred 
when Montanans were asked if 
revenues should be increased by 
eliminating some o f the tax 
deductions individuals and businesses 
currently receive. Forty-two percent 
of those polled said they favored this 
method of raising revenue, but 
slightly more (48 percent) said they 
opposed it. 
TABLE 1
"Let's assume that the state planned to selectively cut overall spending by reducing 
some programs and leaving others as they are now. As I name each program, please 
tell me if you think Its funding should be reduced heavily, reduced somewhat, or 






As Is t a Increase
Don't Know 
Or Other
Community and Economic 
development ................ 10% 44% 32% 2% 10%
Resource management and 
environmental protection . . . 12% 40% 37% 3% 7%
Higher education at Montana's 
colleges and universities . . . 4% 24% 59% 7% 7%
Highway construction and 
maintenance.......... 2% 21% 59% 13% 5%
Job training and assistance . . 8% 34% 45% 5% 8%
Public education in the elementary 
schools and high schools . . .  2% 15% 72% 8% 3%
Vocational education in the 
vocational-technical schools 2% 29% 58% 6% 5%
Welfare or public assistance 
programs for low-income people. 14% 42% 36% 2% 7%
The state's corrections 
institutions and its health 
care institutions .......... 4% 26% 55% 3% 12%
NOTE: Percentages may not total 100 because of rounding.
aVolunteered responses.
TABLE 2
Montanans' opinions on selected options 
for increasing revenues ...






A state sales tax on the 
purchase of all goods and 
services except foods and 
medicine .............. 28% 24% 9% 37% 3%
A statewide "bed tax" on 
hotel and motel rooms • . 27% 35% 15% 16% 7%
A state—run lottery . . . . 48% 27% 6% 14% 5%
Elimination of some of the 
deductions on the personal 
income tax and on business 
taxes . . .  .......... 10% 32% 22% 26% 10%
Local option taxes . . . . 32% 40% 16% 9% 3%
NOTE: Percentages may not total 100 because of rounding.
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NOTE: Percentages may not add to 100 due to rounding.
aA statewide sales tax exempting food and medicine.
^In this Poll, respondents were asked if they favored or opposed the 
the sales tax, without the option of favoring or opposing "strongly" 
or "somewhat."
Should Montana implement a state sales tax? It’s a question to shake the 
composure of even the most polished 
Montana politician because it’s an issue 
that most Montanans feel strongly 
about — one way or the other. But in 
these days of state budget deficits and 
potential program cutbacks, some 
Montanans say it’s time to consider the 
sales tax again. And for all the talk 
over the years about independent 
Montanans resisting a sales tax, public 
sentiment doesn’t appear to be as one
sided as many would believe.
Three times in five years the Montana 
Poll has asked Montanans whether there 
should be a state sales tax, one which 
would exclude food and medicine. And 
in two cases, Montanans answered in 
almost identical proportions. In both 
1981 and 1986, a slight majority— 52 
percent— said they were at least 
somewhat in favor of the sales tax. Just 
under half— 48 percent in 1981 and 46 
percent in 1986— said they opposed it 
(table 1). In late 1984, in a Montana 
Poll question worded somewhat 
differently, 54 percent said they favored 
the sales tax or favored it with 
reservations, while 43 percent were 
opposed.
This almost equal split in opinion 
regarding the sales tax indicates that 
Montanans in general do not 
vehemently oppose adoption of a state 
sales tax. While some Montanans may 
express different sentiments when faced 
with the choice in a polling booth, it is 
obvious that a great number of
Montanans would consider adoption of 
the tax.
Do any Montanans in particular have 
strong feelings about the sales tax one 
way or the other? Well, results from the 
latest Poll in March 1986 indicated that 
the older one gets, the less likely he or 
she will favor a sales tax. Level of 
education plays a role, too. The more 
college education a Poll participant 
had, the greater the support for a sales 
tax.
Montanans who consider themselves 
Democrats, or leaning in that direction, 
were more likely than their Republican 
counterparts to oppose the tax.
Traditionally, that’s the way the split 
has fallen. But perhaps more surprising 
are the Montanans who considered 
themselves politically liberal. They, on 
the other hand, were more likely to 
favor a sales tax than were Montanans 
who consider themselves politically 
conservative.
As expected, a person’s income level 
also shaped an opinion on the sales tax. 
Those Montanans with household 
incomes o f $35,000 and over were touch 
more inclined to favor the tax than 
oppose it, while those with smaller 
incomes showed less enthusiasm and 
greater opposition. 
22 Montanans and the Sales Tax/Nicole Flemming
Montanans and the sales tax3
November- Septerober- 
March December October 
1986 I984b 1981
Favor strongly 28% , 19%
Favor somewhat 24% ° 33%
Oppose somewhat 9% , 17%
Oppose strongly 37% 31%
Don't know or other 3% 3% 1%
The State Sales Tax: Voted Down in 1971
Ellis Waldron
M ontana is one o f only a handful of states that has no state sales tax. The 
issue has been bandied about for years. 
The Montana Poll has asked adult 
Montanans how they felt about such a 
tax three times, beginning in 1981.
Each time the verdict was mixed, with a 
slight majority of those polled saying 
they were at least somewhat in favor of 
a state sales tax.
The most recent Poll results indicated 
that older Montanans were more likely 
to oppose a sales tax. But persons with 
some college education and yearly 
household incomes o f $35,000 or more 
were more likely to favor the tax. 
Geographic location in the state seemed 
to make no difference; Montanans from 
both sides o f the Divide supported or 
opposed the idea of a sales tax in 
roughly equal proportions, as did those 
from the more populous urban counties
when compared with the less populous 
counties.
Montana voters have been asked 
about the issue only once, in a special 
1971 election. Then, an overwhelming 
70 percent chose to keep a 40 percent 
income tax surcharge rather than 
replace it with a 2 percent sales tax. 
Support for the sales tax weakened the 
Republican Party for years afterward.
A look at the 1971 state sales tax 
election results shows how Montanans 
voted. In general, statewide there was 
less opposition to the sales tax among:
• Montanans who had completed 
high school or had some college;
• Montanans in the higher income 
brackets;
• Montanans from counties where 
more people earn a living from 
agriculture than from industry.
Mary L. Lenihan is editor o f  the 
Montana Business Quarterly and 
research analyst fo r  the Bureau o f 
Business and Economic Research, 
School o f Business Administration, 
University o f Montana. She is associate
director o f  the Montana Poll. Nicole 
Flemming, production editor o f the 
Quarterly, assists with the Poll, fim  
Sylvester, Bureau statistician, is 
responsible fo r  the P oll’s computer 
programming and data processing.
There was greater opposition to the 
sales tax among:
• Montanans living in counties with a 
greater proportion o f industrial 
employment;
• Montanans who said they were 
Democrats.
Unlike the most recent Poll, age did not 
make a difference in the 1971 election.
A look at six more "urban” Montana 
counties (Cascade, Gallatin, Lewis and 
Clark, Missoula, Silver Bow, and 
Yellowstone) shows:
• Less opposition to the sales tax in 
Lewis and Clark, Gallatin and 
Yellowstone counties, than 
statewide;
• About the same opposition as was 
the case statewide in Missoula and 
Cascade counties;
• Stronger opposition in Silver Bow 
County, where 81 percent o f the 
voters opposed the sales tax. 
Ellis Waldron was professor o f political 
science at the University o f Montana. 
He is now retired. An article based on 
his analysis o f Montana ballot issue 
election results will appear in a 
forthcoming issue o f the Quarterly.
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The Bureau of Business and Economic Research is the research branch 
o f the University of Montana’s School of Business Administration. Located 
on the University of Montana campus at Missoula, the Bureau has pursued 
research in business and economics for more than thirty years.
The Bureau’s purpose as a public agency is to serve the general public, 
as well as business, labor, and government. T o meet this goal, the Bureau 
is regularly involved in a wide variety o f activities, including economic 
analysis, survey research, and forest industry research.
Local area analysis is the focus o f the annual series o f economic outlook 
seminars, cosponsored by the respective Chambers o f Commerce in 
Missoula, Billings, Great Falls, and Helena.
The Montana Poll, a quarterly public opinion poll, questions Montanans 
about their views on a variety of economic and other current issues. It is 
cosponsored by the Great Falls Tribune.
The Bureau has recently published comprehensive analyses of the forest 
products industries o f both Montana and Idaho. The Forest Industries 
Data Collection System, a census o f forest industry firms conducted 
approximately every five years, provides a large amount o f information 
about raw materials sources and uses in those states plus Wyoming. It is 
funded by the U.S. Forest Service. The Montana Forest Industries 
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earnings o f production workers in the Montana industry. It is cosponsored 
by the Montana Wood Products Association.
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the MBQ, request economic data or other Bureau publications, or to 
inquire about the Bureau’s research capabilities.
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